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WITH THE EDGE MALAYSIA

oard of directors (BOD) and CEO

compensation is a divisive topic

even in normal times, How much

is too much? What is the right

compensation relative to perfor-
mance?

Post May 9, critics of Malaysian gov-
ernment-linked companies (GLCs) have
gone on social media to accuse them of
overpaying their CEOs. There does appear
to be a political agenda at work to find an
excuse to axe certain people at GLCs.

To provide some clarity and insights,
we have put together this 16-page pullout
of a complete list of total BOD compensa-
tion for all Bursa-listed companies. (RE-
ITs are not included as they are externally
run by management companies and the
directors are paid by the managers and
not the trust. Therefore, they should be
assessed differently.)

We will in a future issue also present
a list of top management compensation
— that is all executive directors — and
compare that with what their Singapore
counterparts are getting.

A. InsiderAsia”

Decision-critical analysis

There are of course several ways to
determine what is the right amount of
compensation shareholders should pay
those who are responsible for the financial
well-being of their companies.

Absolute figures may make headlines,
but they do not fairly tell whether the com-
pensation is fair and appropriate.

For instance, larger companies may pay
more because their businesses are more
complex or simply because there is more
to manage. As an example, a 300ft boat
will need more people with more expe-
rience to helm it than a 50ft boat. Staff
costs and capital deployed will be higher,
although that does not mean salaries will
be proportionately more.

S0, while absolute figures are a good
starting point, they are too simplistic a
measure.

We believe that the appropriate meas-

CONTINUES ON PAGE 54
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How to interpret the BOD Performance Index
More than RM10

FROM PAGE 52

ure of compensation is the value created
for shareholders from the of cap-
ital employed in the busi The better
the company and its shareholders do, the

more the top boss or bosses and the BODs
should be paid.

It is about efficiency and productivity
of both labour and capital deployed and
the returns to shareholders:

1. Labour productivity is measured by BOD
compensation/Profit after tax and mi-
nority interests (PATMI) — the higher
the percentage paid to BOD, the less
there is for shareholders.

2. Capital productivity is PATMI/Capital
employed, that is, the return on capital
employed (ROCE). The higher the ratio,
the better for shareholders.

3, shareholder returns is share price per-
formance plus dividends paid.

From the three key performance indi-
cators (KPIs) above,we believe that1and
2 should be used to determine if a BOD
is appropriately compensated, that is, a
higher ROCE and lower BOD compensa-
tion/PATMI is better.

For this exercise, which is a one-year
assessment of performance, we have ex-
cluded shareholders returns in evaluati

BOD compensation partly because stock
price performance is often beyond BOD/
management control, that is, it is due to
vagaries in the markets that have nothing
to do with management and profitability.

We have combined the first two ratios
and tabulated them into what we call the
BOD Performance Index.

How to interpret the BOD
index

A high score means a BOD has performed
well relative to their compensation and

It can also be considered that those
whose index score is above the median are
fairly or rightly compensated and those
below the median are d

relative to performance.

Do take note that the tabulation is based
on one year's performance (based on lat-
est available annual reports) and may or
may not be reflective of the medium term
performance of say, three years, and the
ups and downs of business cycles.

COMTINUES ON PAGE S6
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Boards of Petronas companies the
best-performing among GLCs

here were 24 listed govern-
ment-linked companies (GLCs)
on Bursa Malaysia for the review
period.

The number increased by two
following the demerger of Sime Darby
Bhd into two extra entities — Sime Darby
Property Bhd and Sime Darby Plantations
Bhd — this year. This evaluation of board
of directors’ (BOD) compensation covers
the 24 listed GLCs.

Khazanah Nasional Bhd has the most
listed GLCs (8) — Axiata Bhd, CIMB Group
Holdings Bhd, THH Healthcare Bhd, Ma-
laysia Airports Holdings Bhd, Telekom
Malaysia Bhd, Tenaga Nasional Bhd, UEM
Edgenta Bhd and UEM Sunrise Bhd.

Collectively, these eight companies
have a market capitalisation of almost
in board compensation versus a collec-
tive profit after tax of RM15,13 billion for
a compensation-to-profitability ratio of
0.83%. This compares well to the median
ratio for all GLCs of 1.24% (see Govern-

tera (LTAT) portfolio of Boustead Hold-
ings Bhd, Affin Bank Bhd, Pharmania-
ga Bhd and Boustead Heavy Industries
Bhd made a collective profit after tax of
RM1.08 billion and paid BOD compen-

sation of RM19.15 million, or a ratio to
profit of 1.77%.

Although Permodalan Nasional Bhd
(PNB) controls three listed companies
— Malayan Banking Bhd, Sime Darby
Bhd and S P Setia Bhd — they are very
big, with the three of them having a
market capitalisation of RM127 billion.
They paid a total of RM111.59 million for
a ratio of 0.8% to after-tax profit made.

Our findings show that the Petronas
group of companies — Petronas Dagan-
gan Bhd, Petronas Chemicals Group Bhd,
Petronas Gas Bhd and MISC Bhd — paid
the least board compensation relative
to performance. One could suggest that
their boards are undercomp d

Outside the Petronas four and among
the big-cap GLCs, it appears board com-
pensation at CIMB and Tenaga Nasional
are among the most appropriate, that is,
the BODs delivered the results for the
amount of compensation they received.
Their respective BOD Performance Index
score was 23.83% for CIMB and 18.8%
for Tenaga, compared to the median of
5.92% (see Government-linked com-
panies table).

CIMB also delivered the highest re-
turns to shareholders for the review pe-
riod of 48.27% while UEM Edgenta saw
negative returns of -21.15%. i ]
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One size doesn't always fit all

FROM PAGE 54

We have separated the listings into var-
ious categories, such as Top 30 by market
capitalisation, GLCs and industries so that
there is peer comparison.

What were the key findings?

The median BOD compensation for all

companies was RM2.5 million a year.
The average was RM5.2 million, but

this was skewed by large BOD pay at

The different bands of BOD compensation
are as follows:

> RM50 mil - 10 companies

> RM20 mil € RM50m — 26 companies
> RM10m < RM20m — 45 companies
> RM1m < RM10m — 656 comparies

< RM1Im — 146 companies

a handful of companies:

These figures show that the majority of

Bursa-listed companies pay board comp
Genting Bhd (RM205.4 mil) sation of less than RM10 million a year. It
Genting Malaysia gmil should be noted that board compensation
N:d {RN;QG Sme) would include that of working executive
ML oy B3 (HMOT3 directors who are paid more than non-ex-

Malayan Banking Bhd (RM87.1mil) Saitive direitore.

Sapura Energy Bhd (RM79.9 mil) For large companies with more than
Public Bank Bhd (RM79.3 mil) RM10 billion market capitalisation (37), the
BOD compensation bands are as follows:
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Ranked by our BOD Performance Index,
this means that the BODs of DiGi, Petronas Da-
Petronas Chemical d G

1 the Top 5 best performance relative

pensation:

Companies with the lowest absolute com-

DIGLCom Bhd (RMD.76 mil —

take note the CEO is not on the BOD),
Petronas Dagangan Bhd (RMO0.91mil),
Fraser & Neave Holdings Bhd (RM1.28 mil)
Petronas Gas Bhd (RM1.67 mil)

Petronas Chemicals Group Bhd (RM2,03 mil)

to their cost of compensation (See More than
RM10 billion market cap table on Page S4).
At the other end of the table would be the
BODs of YTL Corp,Genting, Malaysia Airports,
Gmngmkvﬁna:ﬂmﬂﬂaldmss
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Mshnhﬂwmwﬁmnmhthemun-
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during that period and the median BOD com-

Sapura Energy Bhd (RM79.9 mil)
Tan Chong Motor Holdings Bhd (RM20.2 mil)
KNM Group Bhd (RM16.2 mil)

It should be noted that while the BOD Per-

profitable, for example, EcoWorld Development
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